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The  Honorable  Ted  Schwlnden 

Governor 
State  of  Montana 
State  Capitol 
Helena,  Montana   59620 

Dear  Governor  Schwinden: 

On  behalf  of  the  Teacher.s'  Retirement  Board  and  in  accordance  with 
19-A-201(4),  we  are  pleased  to  submit  herewith,  the  biennial  report  of  the 
Teachers'  Retirement  System,  for  the  two  fiscal  years  1982-1983  and 
1983-1984. 

The  report  consists  of  four  sections,  the  Financial  Section,  which 
provides  financial  statements  of  the  system,  along  with  accompanying 
footnotes;  the  Actuarial  Section,  which  includes  the  independent  consulting 
actuary's  analysis  and  results  of  the  biennial  valuation;  the  Investment 
Section,  which  gives  a  detailed  listing  of  investments;  the  Statistical 
Section,  which  contains  historical  data  of  the  system's  contribution  rates, 
revenues  and  expenditures  over  a  given  period  of  time. 

The  Teachers'  Retirement  Board  Is  dedicated  to  a  policy  that  the 
system  be  maintained  on  an  actuarially  sound  basis,  to  assure  that  future 
benefits  will  be  payable  to  our  members  and  beneficiaries.  Of  particular 
significance  in  this  respect,  is  the  reduction  in  the  amortization  period 
of  the  unfunded  liability  from  48.50  years  to  40.25  years,  which  was  the 
result  of  legislation  passed  in  the  1983  Legislature. 


Sincerely, 


RJ/dlb 


F.  Robert  Johnson 
Executive  Secretarv 
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FINANCIAL  SFCTTON 


BALANCE  SHEET 

STATEMENT  of  REVENUES.  EXPENSES  and  CHANGES  IN 
FUND  BALANCE 

STATEMENT  of  CHANGES  IN  FINANCIAL  POSITION 

NOTES  TO  FINANCIAL  STATEMENTS 


TEACHERS '  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1984 


ASSETS: 

Current  Assets: 
Cash 

Accounts  Receivable 
Interest  Receivable 

Investments : 
Mortgages 
Securities 
Common  Stock 
Land  and  Buildings 
Less:  Accumulated 

Depreciation  on  Buildings 
Total  Investments 

Other  Assets: 
Equipment 
Less:   Accumulated 

Depreciation  on  Equipment 
Deferred  Losses  (Footnote  A) 

TOTAL  ASSETS 


$  46,304,745 

218,786,691 

43,773,621 

193,844 

(53,324) 


4,128,685 
5,504,372 
6,490,794 


309,005,577 


22,294 

(13,627) 
13,177,686 

$338,315,781 


LIABILITIES  AND  FUND  BALANCE; 


Current  Liabilities: 

Accounts  Payable 

Accrued  Expenditures 
Other  Liabilities: 

Unamortized  Mortgage  Discounts 

Deferred  Gains 


665,527 
183,615 

143,705 

2,099,957 


Fund  Balance: 

Pension  Accumulation 
Annuity  Savings 
Annuity  Interest  Savings 
Total  Fund  Balance 

TOTAL  LIABILITIES  AND  FUND  BALANCES 


123,387,873 

142,865,469 

68,969,635 


335,222,977 
$388,315,781 


The  footnotes  to  the  financial  statements  are  an  integral  part  of  this 
statement. 


TEACHERS'  RETIREMENT  SYSTEM 
STATEMENT  OF  REVENUES,  EXPENSES,  AND 
CHANGES  IN  FUND  BALANCE 

FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  198  3  AND  1984 

1984  1983 

OPERATING  REVENUES: 

Membership  Contributions               S  25,018,366  $  20,786,014 

Employer  Contributions                    24,103,285  20,158,344 

Investment  Earnings                       30, 338, 736  25,916,847 

Total  Operating  Revenues              79,460, 387  66,861,205 

OPERATING  EXPENSES: 

Benefit  Payments                          28,791,213  25,957,774 

Withdrawals                               4,230,672  3,405,461 

Administrative  Expenses                     489,981  320,960 

Investment  Expense                           100,580  93,422 

Prior  Year  Adjustments                      488,339  367,931 

Depreciation  Expense  4  ,  983     4  ,  938 

Total  Operating  Expenses       "       34,105, 768  30,150,486 

OPERATING  TRANSFERS  IN: 

Public  Employees'  Retirement  System     40,  573    21 ,  890 

OPERATING  INCOME                             45,395,192  36,732,609 

FUND  BALANCE,  JULY  1                        289,827,585  253,068,428 

Adjustments  to  Fund  Balance  26  ,  113 

FUND  BALANCE,  JUNE  3  0                      $335,222, 777  $289,827,150 


The  footnotes  to  the  financial  statements  are  an  integral  part  of  this 
statement. 


TEACHERS'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  198  3  AND  1984 


1984 


1983 


SOURCE  OF  WORKING  CAPITAL: 
Net  Operating  Income 
Add  Items  Not  Requiring  the 
Use  of  Working  Capital: 
Depreciation 
Deferred  Gains 
Deferred  Revenue 
TOTAL  SOURCES 


$  ^5, 395, 193 


4,983 
520,932 

$  45,921,108 


$  36,732,609 


4,938 
1,417,653 

34,219 

$  38,189,419 


USE  OF  WORKING  CAPITAL: 
Investments 
Deferred  Losses 
Deferred  Revenue 
Undetermined  Use 
TOTAL  USE 

NET  INCREASE  IN  WORKING  CAPITAL 


43,353,154 

1,642,592 

34,219 

45,206 

$  45,075,171 

$     845,937 


32,348,217 
152,812 


32, 

,928 

$ 

32, 

.533, 

,957 

$ 

5, 

.655, 

,462 

ELEMENTS  OF  NET  INCREASE  IN 
WORKING  CAPITAL: 
Cash 

Accounts  Receivable 
Interest  Receivable 
Accounts  Payable 
Accrued  Expenditure 
Uncleared  Collections 


(930,579) 
1,047,437 
1,145,887 
(242,931) 
(173,877) 


$   4,023,174 

786,232 

846,419 

(7,313) 

(9,390) 

16,340 


NET  INCREASE  IN  WORKING  CAPITAL 


845,937 


$   5,655,462 


The  footnotes  to  the  financial  statements  are  an  integral  part  of 
this  statement. 


TEACHERS '  RETIREMENT  SYSTEM 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

FISCAL  YEAR  ENDED  JUNE  30,  1984 

NOTE  A.   SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Basis  of  Accounting 

The  Teachers'  Retirement  System  maintains  its  accounts 
on  the  full  accrual  basis  of  accounting. 

Valuation  of  Investments 

Short-term  investments  and  state  securities  are  stated 
at  cost.   Federal  and  corporate  securities  are  stated  at 
book  value  increased  by  the  amount  of  unamortized  premiums 
($121,764  in  fiscal  year  1984)  and  decreased  by  unamortized 
discounts  ($16,158,623  in  fiscal  year  1984). 

Market  value  of  the  investments  were  as  follows: 

June  30,  1984 

Common  Stock  $  58,168,803 

Securities 

Bankers  Acceptances  3,976,870 

U.S.  Governmental  Securities  35,071,564 

Canadian  Obligations  20,241,701 

Municipal  Bonds  1,321,118 

Corporate  Bonds  119,435,168 

Securities  Subtotal  180,046,421 

Montana  Mortgages  46,304,688 

Land  and  Buildings  139, 271 

$284,659,183 


Gains  and  Losses  on  Bond  Swaps 

The  deferral  and  amortization  method  was  used  for 
accounting  for  gains  and  losses  on  bond  swaps  (i.e.,  the 
unamortized  deferred  gains  or  losses  are  netted  against  the 
investment  account  and  written  off  over  the  life  of  either 
the  bond  sold  or  acquired,  whichever  is  less) . 

NOTE  B.  DESCRIPTION  OF  PLAN 

The  Teachers'  Retirement  System  is  a  defined  benefit 
plan  that  covers  all  teachers  in  the  state  of  Montana.   The 
member's  contribution  to  the  plan  is  7.044  percent  of  the 
member's  salary  and  is  deducted  by  the  employer  and  sent  to 
the  Retirement  System  to  be  credited  to  the  member's  individual 
account.   The  employer  pays  an  amount  equal  to  7.32  percent 
of  the  member's  salary  to  the  Retirement  System. 

A  detailed  description  of  the  Teachers'  Retirement 
System  plan  can  be  found  in  the  Montana  Code  Annotated, 
Title  19,  Chapter  4,  and  in  the  Montana  Teachers'  Retirement 
System  Handbook  of  Information  available  upon  request  from 
the  Teachers'  Retirement  System,  1500  Sixth  Avenue,  Helena, 
Montana  59620. 

NOTE  C.  UNFUNDED  ACCRUED  LIABILITY 

Method  of  Funding 

The  method  of  funding  employed  in  the  actuarial  valuation 
as  of  July  1,  1983,  is  commonly  referred  to  as  the  entry  age 
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normal  cost  method.   This  method  establishes  a  normal  cost 
of  the  system,  as  well  as  an  unfunded  percentage  of  total 
salaries  required  to  fund  the  benefits,  assuming  this  percentage 
had  been  contributed  since  each  member's  entry  into  the 
system. 

The  unfunded  accrued  liability  represents  the  excess  of 
the  present  value  of  total  liabilities  over  the  present 
assets  of  the  system  and  the  present  value  of  expected 
future  contributions  for  normal  costs.   The  unfunded  accrued 
liability  was  calculated  to  be  $519,277,339  as  of  June  30, 
1983.   The  amortization  period  of  the  unfunded  liability  was 
determined  to  be  4  0.25  years. 

The  actuary  concluded  that  the  Retirement  System  is 
funded  on  an  actuarially  sound  basis.   This  means  that  the 
present  employee/employer  contribution  rate  is  sufficient  to 
fund  the  actuarial  liability. 

NOTE  D.  ACTUARIAL  PRESENT  VALUE  OF  ACCUMULATED  PLAN  BENEFITS 

The  actuarial  present  value  of  accumulated  plan  benefits 
is  as  follows: 

1.  Vested  benefits  of  participants  receiving 

payments:  $263,744,000 

2.  Vested  benefits  of  current  employees:         333,122,000 

3.  Nonvested  benefits  of  current  employees:        11,409,000 


The  present  value  of  vested  benefits  of  current  employees 
anticipating  future  benefit  increases  based  upon  projected 
salary  increases  would  be  $516,418,000.   Similarly,  the 
present  value  of  nonvested  benefits  anticipating  future 
benefits  increases  based  on  projected  salary  increases  would 
be  $15,540,000. 

The  projected  increases  in  vested  benefits  are  based 
upon  an  underlying  cost-of-living  assumption  of  5%  percent 
plus  increases  for  meritorious  service  and  longevity. 

NOTE  E.  REPORTING 

Teachers'  Retirement  Division's  financial  statements 
presented  in  the  report  previous  to  this  one  and  for  fiscal 
year  1982-1983,  were  prepared  from  the  activity  in  the 
following  accounting  entities:  02077  -  Teachers'  Retirement 
Earmarked  Revenue  Account;  09089  -  Teachers'  Retirement 
Agency  Account;  and  09307  -  Teachers'  Retirement  Fullam 
Estate  Agency  Account. 

These  entities  were  reorganized  at  the  beginning  of 
fiscal  year  1983-1984  and  the  financial  statements  for  this 
period  reflect  the  activity  in  the  following  accounting 
entities:   09506  -  Teachers'  Retirement  Agency  Account, 
which  includes  all  activity  previously  recorded  in  the 
Earmarked  Revenue  Account;  and  08002  -  Teachers'  Retirement 
Fullam  Estate  Agency  Account. 


NOTE  F.  USE  OF  ESTIflATES 

The  figure  reported  on  the  balance  sheet  for  fiscal 
year  1984  as  interest  receivable  in  the  amount  of  $6,490,794 
is  an  estimated  figure  provided  by  the  Board  of  Investments. 
An  estimate  was  used  because  the  actual  figure  was  not 
available  at  the  time  of  the  audit.   The  actual  figure  for 
interest  receivable  is  not  expected  to  differ  materially 
from  the  estimated  amount  reported. 

NOTE  G.  COMPENSATED  ABSENCES 

Teachers'  Retirement  Division's  liability  for  compensated 
absences  is  $21,814  as  of  June  30,  1984.   This  represents 
100  percent  of  accrued  vacation  and  25  percent  of  accrued 
sick  leave  for  division  personnel  at  that  date. 
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INTRODUCTION 


An  actuarial  valuation  of  the  Teachers'  Retirement  System  of  the  State 
nf  Mc-ter.?.  has  been  ccrrlete^'  as  cf  July  1,  IPF.'.  This  valuation  v.'5s 
authoriieG  by  the  Teachers'  retirerr.ent  toard  uncer  Sectior,  l'^-^-2V2, 
M.R.C.  The  purpose  of  the  valuation  was  to  determine  the  financial 
position  of  the  fund,  the  normal  cost,  and  the  unfunded  accrued  lia- 
bility based  upon  present  end  prospective  assets  and  liabilities  of  the 
system  as  of  July  1 ,  1983. 

Section  II  presents  an  analysis  of  the  results  of  the  actuarial  valu- 
ation. The  numerical  findings  supporting  this  analysis  are  shown  in 
Section  III. 

In  conducting  the  actuarial  valuation,  certain  assumptions  were  made  as 
to  the  future  experience  of  the  system.  A  summary  and  discussion  of 
each  of  the  assumptions  is  contained  in  Section  IV. 

The  valuation  is  based  upon  the  Teachers'  Retirement  Act  and  incorpor- 
ates all  amendments  as  of  July  1,  1983.  Employee  data  and  other  records 
supplied  by  the  system  are  summarized  by  classification  in  Section  V  and 
VI.  A  summary  of  the  major  provisions  of  the  Act  is  contained  in 
Section  VII. 


ACTUARIAL  CERTIFICATION 


Based  upon  the  assumptions  stated  in  this  report  and  the  employee  data 
and  other  records  provided  by  the  Teachers'  Retirement  System,  the 
actuarial  valuation  contained  in  this  report  has  been  performed  in 
accordance  with  generally  accented  actuarial  principles  end  techniques. 


Alton  P.  Hendrickson 

riember,  Arerican  Academy 
of  Actuaries 
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ANALYSIS  OF  VALUATICN 


SU^1MARY  OF  FINDINGS 

Based  on  t±ie  valuation  vMch  vras  conducted  as  of  July  1,  1983,  we  have 
concluded  that  the  Montana  Teachers'  Retironent  System  is  funded  on  an 
actuarially  sound  basis.  The  total  contribution  rate  of  14.364%  of 
salaries  is  sufficient  to  finance  the  cost  of  benefits  as  they  accrue  in 
the  future  as  well  as  to  amortize  the  current  unfunded  liability  over  a 
period  of  40.25  years.  A  contribution  rate  of  14.391%  of  salaries  would 
be  required  to  amortize  the  unfunded  liability  over  a  reconnended 
period  of  40  years. 

As  of  July  1,  1983,  the  eitployee  contribution  rate  was  increased  frcn 
6.187%  of  salary  to  7.044%;  similarly,  the  atployer  contribution  rate 
was  increased  fran  6.464%  of  salary  to  7.320%.  The  total  contribution 
rate  was  increased  by  1.714%  of  salary.  A  portion  of  this  increase  was 
attributable  to  a  cost  increase  of  .994%  of  salary  required  to  permit 
members  to  retire  with  unreduced  benefits  after  25  years  of  creditable 
service.  The  actuarial  assunptions  on  page  22  illustrate  the  anticipated 
retiranent  rates  resulting  fran  this  provision. 

The  renaining  increase  of  .720%  of  salary  was  the  anount  determined  in 
the  July  1,  1981  actuarial  valuation  to  anortize  the  unfunded  liability 
over  a  period  of  40  years.  The  airortization  period  of  the  unfunded 
liability  based  upon  the  statutory  contribution  rates  decreased  from 
48.50  years  as  of  July  1,  1981  to  40.25  years  as  of  July  1,  1983.  This 
decrease  was  attributable  to  the  rate  increase  for  the  express  purpose 
of  reducing  the  amortization  period. 

The  specific  effects  of  actual  experience  over  anticipated  experience 
are  discussed  below  for  active  and  inactive  ironbers. 

VALUATION  OF  ACTIVE  MEMBERS 

On  July  1,  1981,  there  were  14,055  members  with  an  annual  payroll  of 
$237,411,637,  producing  an  average  annual  salary  of  $16,892.  On  July  1, 
1983,  the  number  of  members  had  gram  only  to  $14,243,  but  the  payroll 
had  increased  to  $293,239,164,  producing  an  average  annual  salary  of 
$20,588.  The  average  annual  salary  increased  21.9%  during  the  two-year 
period;  the  actuarial  assunptions  had  anticipated  an  increase  of  11.3%. 
The  result  was  a  loss  on  the  actual  over  the  anticipated  salary  increases. 
This  loss  was  somewhat  offset  by  an  investment  return  of  approximately 
10.5%  conpared  to  the  assumed  earnings  of  7%. 

The  present  value  of  benefits  for  active  manbers  grew  from  $581  million 
in  1981  to  $778  million  in  1983,  representing  a  33.9%  increase.  Of  this 
amount,  21.9%  represented  increases  resulting  directly  fror.  payroll 
increases.  The  remaining  portion  of  the  increase  was  mainly  attributable 
to  the  reduction  fran  30  years  to  25  years  for  the  service  required  to 
receive  unreduced  benefits.  The  reduced  service  requirement  caused  the 
nonnal  cost  rate  to  increase  from  7.787%  to  8.593%. 
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VALUATION  OF  INACTIVE  MEMBERS 

The  number  of  mejrbers  receiving  benefits  grew  frcjn  4,885  in  1981  tX3 
5,172  in  1983.  The  total  monthly  benefits  grew  fron  $2,022,079  in  1981 
to  $2,333,473  in  1983.  This  growth  represented  an  average  monthly 
benefit  increase  of  8.9%.  While  the  total  benefits  increased  15.4%,  the 
liability  for  the  benefits  increased  16.5%.  The  liability  increased  a 
larger  amount  because  the  average  monthly  benefits  are  disprcporticnately 
larger  for  younger  roanbers  with  more  liability  per  dollar  of  benefit. 

The  liability  increases  for  retired  members  were  amounts  v^ch  had  been 
anticipated.  There  were  no  increases  resulting  from  any  abnormal  situations 
or  legislative  changes. 

DATA  ANALYSIS 

A  thorough  review  vras  made  of  the  data  provided  by  the  Teachers'  Retironient 

Systan.  This  reviev;  included  an  examination  for  ccrrpleteness  and  reasonableness. 

The  data  was  also  sampled  and  a  ccnparison  made  between  the  ccnputerized 
data  and  the  actual  records. 

The  result  of  this  review  was  the  determination  that  the  data  is  very 
accurate.  The  few  pieces  of  inaccurate  information  were  corrected. 
With  the  exception  of  a  number  of  birthdates  v^ich  were  not  available, 
the  information  provided  by  the  Teachers'  Retirement  System  is  corplete. 

A  detailed  summary  of  the  martier's  salaries  and  benefits  is  illustrated 
in  this  report.  The  active  members  have  been  categorized  by  full-time 
and  part-time  members  in  order  to  prevent  any  distortion  of  the  average 
salaries . 

GENERAL 

The  liabilities  of  the  System  grew  substantially  during  the  biennium. 
The  growth  was  attributable  to  a  legislated  benefit  improvement  (retire- 
ment after  25  years)  and  salary  increases  of  21.9%.  Although  liabilities 
increased,  the  Syston  continues  to  be  well-funded  because  of  an  increase 
in  the  statutory  contribution  rates.  The  assets  grew  over  $65  million 
dioring  the  biennium  to  $291,844,682,  which  was  a  28.8%  increase. 

Fran  an  actuarial  standpoint,  the  Teachers'  Retirement  System  appears  to 
be  well-managed:  the  System's  liabilities  are  being  funded  in  a  manner 
which  will  allow  the  unfunded  liability  to  be  funded  in  approximately  40 
years;  the  investment  earnings  on  assets  are  consistently  high;  and  the 
accounting  and  record  keeping  systems  provide  ccitplete  and  accurate 
data. 
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RESULTS  OF  VALUATIOSI 

NORMAL  COST   ALDXATIOJ 
(1)  Normal  Cost  Contribution  Rate: 

(a)  Retirement  6.191% 

(b)  Survivors  0.373 

(c)  Disability  0.256 

(d)  Vested  Terminations  0.656 

(e)  Withdrawals  1.117 

(f)  Total  Rate  8.593% 


(2)  Present  Value  of  Future  Salaries 

Of  Current  Members  •        $2,681,034,369 


(3)  Normal  Cost  Contribution  Rate  8.593^ 


(4)  Present  Value  of  Future  Normal  Costs 

For  Current  Members  (1(f)  *  (2) )       $  230,381,283 
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CONTRIBUTION  AND  LIABILITY  ALLOCATIONS 

(1)  Unfunded  Accrued  Liability 

(a)  Present  Value  of  Benefits  $1,041,503,304 

(b)  Present  Value  of  Future  Normal  Costs  230,381,283 

(c)  Fund  Assets  291,844,682 

(d)  Unfunded  Liability  (a)- (b) -(c)  $     519,277,339 

(2)  Contribution  Rates  Amortized  over  40.00  Years 

(a)  Present  Value  of  Salaries 

During  Next  40.00  Years  $8,956,853,021 

(b)  Unfunded  Contribution  Rate  1(d) /2(a)  5.798% 

(c)  Normal  Cost  Rate  (Schedule  1)  8.593% 

(d)  Total  Funding  Rate  14.391% 

(3)  Contribution  Rates  Amortized  over  40.25  Years 

(a)  Present  Value  of  Salaries 

During  Next  40.25  Years  $8,998,047,808 

(b)  Unfunded  Contribution  Rate  1(d) /3(a)  ,  5.771% 

(c)  Normal  Cost  Rate  (Schedule  1)  8.593% 

(d)  Total  Funding  Rate  14.364% 
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PRESENT  V^LUE  OF  BENEFITS 

(1)  Present  Value  of  Benefits  -  Inactive  Members 

(a)  Retirement  $229,805,497 

(b)  Survivors  12 , 332 , 472 

(c)  Disability  10,327,807 

(d)  Vested  Terminations  7,819,830 

(e)  Withdrawals  2,173,868 

(f)  Tax  Sheltered  Annuity  1,242,202 

(g)  Excess  Interest  Payment  41,893 

(h)  Total  Inactive  $  263,743,569 

(2)  Present  Value  of  Benefits  -  Active  Members 

(a)  Retirarent  $627,617,984 

(b)  Survivors  30,159,871 

(c)  Disability  15,091,362 

(d)  Vested  Termimations  46,771,530 

(e)  Withdrawals  55,862,919 

(f)  Tax  Sheltered  Annuity  2,206,035 

(g)  Legacy  Fund  50,034 

(h)  Total  Active  $  777,759,735 

(3)  Total  Liabilities  $1,041,503,304 
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ACTUARIAL  FLlbDING  r^ETHOD  AND  ASSUI4PTI0NS 


GENERZ^ 

The  true  cost  of  the  Teachers'  Retirement  System  v/ill  he  determined  by 
its  own  future  experience.  In  determining  the  financial  requirement  of 
a  system,  certain  assumptions  must  be  made  as  to  the  expected  future 
experience.  This  section  suitniarizes  the  funding  method  applied  as  well 
as  the  basic  assumptions  used. 

Any  variations  in  the  actual  experience  of  the  system  from  those  assumed 
in  this  valuation  may  cause  changes  in  the  projected  future  costs  of  the 
system.  It  is  therefore  necessary  that  the  actuarial  assumptions  be 
reviewed  fron  time  to  time  with  adjustments  as  experience  warrants.  It 
is  also  iirportant  that  regular  valuations  be  performed  to  determine  the 
financial  effect  of  variations  between  the  actual  and  assumed  experience. 

The  assurtptions  shown  below  were  based  upon  the  actual  past  experience 
of  the  system  together  with  our  projections  as  to  future  experience. 


FUNDING  METHOD 

The  method  of  funding  enployed  is  conmonly  referred  to  as  the  entry  age 
normal  cost  method.  This  method  establishes  a  normal  cost  of  the  system 
as  well  as  an  unfunded  accrued  liability.  The  normal  cost  is  the  level 
percentage  of  total  salaries  required  to  fund  the  benefits,  assuming 
this  percentage  had  been  contributed  since  each  manber's  entry  into  the 
system. 

The  unfunded  accrued  liability  represents  the  Excess  of  the  present 
value  of  total  liabilities  over  the  present  assets  of  the  syston  and  the 
present  value  of  expected  future  contributions  for  normal  costs. 

In  order  to  maintain  the  system  on  an  actuarially  soijnd  basis,  the  total 
rate  of  contribution  should  be  such  as  to  meet  the  normal  cost  in  addition 
to  making  progress  towards  the  amortization  of  the  unfunded  accrued 
liability. 
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MDRTALITY  RATES 


The  mDrtality  rates  for  males  and  females  are  based  ipon  a  published 
table  referred  to  as  the  1971  Group  Annuity  ftortality  Table.  The 
expected  annual  rates  of  mortality  for  selected  ages  are  shown  below: 


Age  Fanale  Male 

25 

30 
35 
40 
45 
50 
55 
60 
65 
70 
75 
80 
85 
90 


DISABILITY  RATES 

The  disability  rates  are  based  upon  the  ordinary  disability  rates 

published  by  the  Railroad  Retirement  Board  in  its  eighth  valuation, 

with  modifications  to  reflect  the  Teachers'  Retirement  System's  experience. 

The  expected  annual  rates  of  disability  for  selected  ages  are  shovvTi 

below: 


Annual 

Age  Rate  of  Disability 

25  .024% 

30  .024 

35  .032 

40  .072 

45  .152 

50  .272 

55  .496 

60  1.586 


.035% 

.062% 

.047 

.081 

.065 

.112 

.094 

.163 

.140 

.292 

.215 

.529 

.326 

.852 

.549 

1.312 

.956 

2.126 

1.648 

3.611 

3.239 

5.529 

S.  609 

8.743 

8.918 

13.010 

13.858 

17.945 
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WITHDRAWAL  RATES 

The  withdrawal  rates  are  based  upon  the  experience  of  the 
Teachers'  Retirement  System.   The  expected  annual  rates  of 
withdrawal  for  selected  ages  are  shown  below: 


Age 

25 

30 
35 
40 
45 
50 
55 
60 


Annual 

Rate 

of 

V7ithdrawal 

13. 

.78% 

11, 

.45 

9. 

,43 

7. 

,55 

5. 

,32 

2. 

,95 

1. 

.81 

1. 

,33 

FUTURE  SALARIES 

The  rates  of  future  salary  increases  are  based  upon  longevity 
and  meritorious  increases  by  age,  in  addition  to  an  inflationary 
assumption  of  5.5%  per  year.   The  expected  annual  rates  of 
salary  increases  are  shown  below  for  longevity  and  meritorious 
increases  as  well  as  total  annual  increases: 


Longevity  and 
Age  Meritorious  Total 

20 
25 
30 
35 

40 
45 
50 
55 
60 


3.90% 

9.61% 

3.40 

9.09 

3.00 

8.67 

2.10 

7.72 

1.10 

6.66 

.60 

6.13 

.50 

6.03 

.50 

6.03 

.50 

6.03 
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RETIRE^E^]T  RATES 

The  retirement  ages  among  members  eligible  to  retire  are  based  upon  the 
actual  experience  of  the  system,  and  the  anticipated  experience  fron  a 
new  provision  allowing  meiibers  to  retire  with  unreduced  benefits  after 
cortpleting  25  years  of  creditable  service.  The  expected  annual  rates  of 
retirement  among  monbers  eligible  to  retire  are  shown  below: 


Annual  Rate  of 

Age  Service  Retirement 

54  or  less  15% 

55-59  20 

60  25 

61  30 

62  40 

63  30 
64-69  25 


It  is  further  assumed  that  30%  of  the  members  will  retire  immediately 
upon  beccming  eligible. 

Immediate  retiretient  is  assumed  for  members  v^o  have  attained  age  70  or 
older. 


ir-]VESTt-ENT  EARNINGS 

The  annual  rate  of  return  was  assumed  to  be  7%  for  future  investment 
earnings . 

EXPENSES 

The  administrative  expenses  are  assumed  to  be  paid  from  investment 
earnings  in  excess  of  the  assumed  rate  of  7%. 


ASSETS 

Investments,  except  mortagages,  are  valued  at  amortized  book  value. 
Mortgages  are  valued  at  par  value.  Publicly  traded  securities  are 
valued  at  current  market  values. 

Proniums  and  discounts  are  amortized  using  the  straight- line  method  over 
the  life  on  the  securities.  An  average  life  of  eight  years  is  used  for 
amortization  of  mortgage  discounts. 
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COMPARISON  SUMMARY 


Present  Value  of  Benefits 
Present  Value  of  Normal  Costs 
Unfunded  Accrued  Liability 
Assets 


Fiscal  Year 
Ended  1981 

$807,543,614 

$178,353,678 

$402,615,381 

$226,577,611 


Fiscal  Year 
Ended  1983 

$1,041,159,207 

$  230,139,990 

$  519,174,535 

$  291,844,682 


Active  Members 

Number  of  Lives 
Annual  Payroll 
Average  Salary 


14,055 
$237,411,637 
$     16,892 


14,243 
$  293,239,064 
$      20,588 


Inactive  J^fembers 

Number  of  Lives 
Annual  Benefits 
Average  Benefit 


4,885 
$  24,264,948 
$      4,967 


5,172 
$  28,001,676 
$       5,414 


Contributions  Based  on  Payroll 

Employer  Share 
Enployee  Share 


$  15,270,316 
$  14,688,658 


$ 
$ 


21,465,099 
20,655,760 


Present  Value  of  Accrued  Benefits 

Vested  Benefits 
Non-Vested  Benefits 
Total  Benefits 


$413,870,389 
$  11,802,043 
$425,673,432 


$  596,865,662 
$  11,408,999 
$  608,274,661 
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INVESTMENT  SECTION 


INDUSTRIAL 

BANKS  AND  INSURANCE 

OTHER  FINANCIAL 

TRANSPORTATION  EXCLUDING  RAILROADS 

RAILROADS 

UTILITIES 

CANADIAN 

CONVERTIBLE  BONDS 

U.S.  BANKERS  ACCEPTANCE 

U.S.  GOVERNMENT  OBLIGATIONS 

U.S.  GOVERNMENT  AGENCIES 

STATE  DIRECT  OR  MUNICIPAL 

MISCELLANEOUS 
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TEACHERS'  RETIREMENT  ; 

SYSTEM 

SUMMARY 

OF 

ADMINISTRATIVE 

EXPENSES 

JULY 

1, 

1983  -  JUNE  30 

,  1984 

RESPONSIBILITY  CENTER  3600 

Personal  Services: 

Salaries 

Other  Compensation 

Employee  Benefits 

Operating  Expenses: 

Contracted  Services 

Supplies  &  Materials 

Communications 

Travel 

Rent 

Utilities 

Repair  &  Maintenance 

Other  Expenses 

Equipment: 


153,811.00 

2, 350.00 

31,096.39 


232,702.01 

5,884.98 

22,046.16 

6,271.58 

20,925.49 

3,134.33 

696.30 

781.29 


187,257.39 


292,442.14 
2,013.35 


481,712.88 


RESPONSIBILITY  CENTER  3601 

Operating  Expenses: 

Contracted  Services 

Utilities 

Other  Expenses 


7,709.00 

3,134.43 

57.75 


10,901.18 


RESPONSIBILITY  CENTER  3603 


Depreciation  Expense 
Equipment 


4,983.00 
(2,633.00) 


2,350.00 


TOTAL 


494,964.06 
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MEMBERSHIP 


PERIOD  ENDED    ACTIVE  MEMBERS 


INACTIVE 
VESTED  MEMBERS 


INACTIVE 
NON-VESTED    TOTAL 


JUNE 

30, 

1980 

14,939 

745 

2,445 

18,129 

JUNE 

30, 

1981 

14,793* 

754* 

2,457* 

17,984* 

JUNE 

30, 

1982 

14,852 

722 

1,983 

17,557 

JUNE 

30, 

1983 

14,934* 

723* 

2,051* 

17,708* 

JUNE 

30, 

1984 

15,214 

748 

2,148 

18,110 

RETIRED  MEMBERS  AND  BENEFIT  RECIPIENTS 


CHILD 

PERIOD  ENDED 

RETIREMENT 

SURVIVORS 

DISABILITY 

BENEFITS 

TOTAL 

JUNE 

30, 

1980 

4,040 

251 

195 

50 

4,536 

JUNE 

30, 

1981 

4,136*  . 

267* 

220* 

45* 

4,668* 

JUNE 

30, 

1982 

4,336 

268 

223 

42 

4,869 

JUNE 

30, 

1983 

4,451* 

279* 

227* 

42* 

4,999* 

JUNE 

30, 

1984 

4,653 

294 

227 

46 

5,220 

*  TOTALS  WILL  NOT  AGREE  WITH  THOSE  SHOWN  IN  THE  ACTUARIAL  SECTION 
DUE  TO  THE  DIFFERENT  TIME  FRAMES  FROM  WHICH  THE  INFORMATION  WAS 
EXTRACTED. 
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LOCATION  OF  BENEFIT 


RECIPIENTS,  6-30-84 


Alabama 

2 

Alaska 

3 

Arizona 

87 

California 

167 

Colorado 

37 

Connecticut 

1 

Florida 

19 

Georgia 

3 

Hawaii 

2 

Idaho 

59 

Illinois 

11 

Indiana 

3 

Iowa 

7 

Kansas 

5 

Kentucky 

2 

Louisiana 

3 

Maine 

1 

Maryland 

3 

Massachusetts 

5 

Michigan 

1 

Minnesota 

45 

Mississippi 

1 

Missouri 

11 

Montana 

4,232 

Nebraska 

4 

Nevada 

16 

New  Jersey 

1 

New  Mexico 

10 

New  York 

10 

North  Carolina 

7 

North  Dakota 

56 

Ohio 

4 

Oklahoma 

7 

Oregon 

98 

Pennsylvania 

4 

Rhode  Island 

1 

South  Carolina 

2 

South  Dakota 

19 

Tennessee 

6 

Texas 

22 

Utah 

16 

Virginia 

10 

Washington 

166 

West  Virginia 

2 

Wisconsin 

17 

VJyoming 

25 

Canada 

7 

TOTAL      5_j 

,220 
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